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Di scusses various issues pertaining to corporate purchasing cards, sales tax
reporting and audits. See 35 ILCS 105/1 et seq. (This is a GL.)

April 6, 1999

Dear M. XXXXX:

This letter is in response to your letter dated COctober 8, 1999. The nature
of your letter and the information you have provided require that we respond wth
a General Information Letter which is designed to provide general information, is
not a statenent of Department policy and is not binding on the Departnent. See
86 Ill. Adm Code 1200.120(b) and (c), encl osed.

In your letter, you have stated and nmade inquiry as follows:

This request is the result of questions raised by the users of
corporate pur chasi ng cards regardi ng [11inois’ r ecor dkeepi ng
requi rements. Many busi nesses have inplenmented corporate purchasing
card prograns to inprove the efficiency and reduce the costs of the
procurenment function. Many of the efficiencies and cost savings
associated with the cards are a result of the reduced volume of paper
documenti ng each transaction

COVWPANY and BUSINESS have been working toward helping card users
understand the associated sales and wuse tax issues and develop
compl i ance procedures. To ensure that we are providing the best
information possible, we are requesting your response providing
gui dance on each of the issues descri bed.

In each of the areas identified, a brief statenment of the relevant
facts is followed by the question. A nmore detailed statement of the
facts is provided in the attachnents. The law and regulations
pertinent to the issue are provided, the facts are anal yzed under the
statutory and regulatory requirenents, and a conclusion is reached.

l. Adequacy of Level |l Data for Docunenting Tax Paid
Fact s

When a purchasing card is used, certain data is automatically captured
by the vendor and will appear on the cardholder's nonthly statenent.
That basic data, commonly referred to as Level | data includes:
mer chant nanme and | ocation, nerchant category code, cardhol der nane
and | ocation, account nunber, transaction date and transacti on anount.
Level | data provides no separate statenent of sales tax.
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Sone suppliers who accept corporate purchasing cards have purchased
addi tional hardware and software to provide enhanced (Level 11) data
on purchasing card transactions. Wen a corporate purchasing card is
used in a transaction with a Level Il-capable vendor, the vendor is
pronpted at the point of sale to input additional information
regarding the transaction. Specifically requested is the anount of
sales tax paid on the total transaction and cardhol der-supplied
i nformati on, such as an accounting code or cost center designation, in
a discretionary field. It is not possible to report the sales tax
paid on each item Level Il data is explained in nore detail in the
attachnents.

Questions
= Does Level 11 tax data on the cardhol der statenent

provide adequate sales tax docunentation of a
purchasing card transaction in lieu of a receipt?

= If Level Il tax data does not provide adequate
docunentation for al | transactions where it is
provided, in what situations will it be inadequate,
and what additional docunentation will be required?

Law

Illinois regulation states a purchaser nust have certain information
in order to prove use tax was paid to a vendor:

When a user clains that he has paid the Use Tax to his
vendor, he wll have sufficient records to sustain this
contention in case of an exami nation of his records by the
Departnent if the vendor is registered with the Departnent
as a retailer under the Retailers' OQOccupation Tax Act or
Use Tax Act, and if such user has either a receipt for the
Use Tax from the vendor or an invoice from the vendor
billing the Use Tax separately from the selling price of
the tangible personal property supplemented with proof in
the user's records that he has paid such invoice including
the Use Tax. (Il1l. Adm n. Code 8§ 150.1301(a)).

Anal ysi s and Concl usi on

As stated in this regulation, Illinois' three requirenents for proving
tax was paid on an invoice are: 1) separate statenent of tax, 2)
proof that the vendor is registered under one of the two Tax Acts, and
3) the bill was paid. Level Il data mneets the first of those
requi renents: Retailers' CQccupation or Use Tax paid is separately
stated in a dedicated 'tax paid field, and the vendor's Illinois

regi stration nunber can be input in one of the discretionary fields.
The third requirenent is net by tracing through the accounting records
to gain assurance that cardhol der statenents have been paid. As such,
Level |1 data neets the regulation's requirenments and no additional
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docunmentation is required on a transaction where Level Il data is
provi ded.

1. Cal cul ation of the Use Tax Accrual Based on the PRODUCT
Fact s

To assist purchasing card users identify transactions requiring the
accrual of use tax, COVWANY devel oped a PRODUCT based on the results
of the Purchasing Card Best Practices Study. Gounded in accepted use
tax accrual principles, the PRODUCT 'filters' transactions through a
series of use-tax-driven tests. The end result of the PRODUCT
accrual , use tax due, is calculated on those transactions not
elimnated as exenpt or taxed at the tinme of sale--the same
transactions included in a traditional use tax accrual calcul ation.

In the PRODUCT, transactions are elimnated from the accrual of use
tax based on the following criteria:

(1) Transactions where the cardhol der and vendor are located in
the sanme state are elimnated since sales tax wll be charged
unl ess a valid exenption certificate is provided.

(2) OQut-of-state vendors who collect in the cardholder's state
are elimnated since sales tax wll be charged unless a valid
exenption certificate is provided.

(3) Purchases allocated to account codes representing exenpt
items, for exanple, inventory purchased for resale, will also be
el i m nat ed.

(4) Transactions that display Level Il tax data are elim nated.

(5) Transactions of certain cardholders are reviewed by the tax
department before they are el i m nated.

The remaining transactions are listed in an accrual detail. The
transactions are totaled and the use tax accrual is calcul ated. The
PRODUCT is explained in nore detail in the attachments.

Question

= Does the tax accrual nethodology described by COVWANY' s
PRODUCT neet the recordkeeping and reporting requirenents
for sales and use tax in Illinois?

Law

Recordkeeping requirenments for purchasers of tangible personal
property for use in Illinois is found in the Use Tax Act (Act 105):
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...every person using in this State tangible personal
property purchased at retail...shall keep such records,
receipts, invoices and other pertinent books, docunents,
menoranda and papers as the Departnent shall require, in
such form as the Department shall require. The Depart nment
may adopt rules that establish requirenments, including
record fornms and formats, for records required to be kept
and mai ntai ned by taxpayers. (35 ILCS 105 811).

The Retailer's OCccupation Tax Act (Act 120) also grants rul emaking
authority regarding recordkeeping and reporting requirements to the

I1linois Departnent of Revenue: "...The Departnment may adopt rules
that establish requirenents, including record forns and formats, for
records required to be kept and nmaintained by taxpayers....' (35 ILCS
120 8§7).

The provisions of the Retailer's Cccupation Tax are applied to the Use
Tax by regulation: 'In general, the provisions of various Retailers

Cccupation Tax Regul ations relative to books and records...shall apply
to the subject of books and records under the Use Tax Act.' (ren.

Adm n. Code Part 150.1320).

The recordkeeping rules regarding Retailer's GOCccupation Tax and,
therefore, Use Tax are as foll ows:

a) Every person engaged in the business of selling
tangi bl e personal property at retail in this State shall
keep records and books...including all sales and purchase
i nvoi ces, pur chase orders, mer chandi se records and

requisitions...as has been the custom in the specific
trade, credit nenos, debit nenos, bills of |ading, shipping
records, and all other records pertaining to any and al

purchases and sales of goods whether or not the retailer
believes themto be taxable under the Act; and the retailer
shall also keep summaries, recapitulations, totals, journa
entries, | edger accounts, accounts receivable records,
accounts payable records, statenments, tax returns with all
schedul es or pertinent working papers used in connection
with the preparation of such returns, and other docunents

listing, summarizing or pertaining to such sales,
pur chases, i nventory changes, shi prent s or ot her
transactions....c) Such books and records nust clearly

indicate and explain all the information (deductions as
well as gross receipts) required for tax returns...(lll.
Adm n. Code § 130.801).

Anal ysi s and Concl usi on

These statutes and regul ations provide guidance for retailers under
both the Retailer's Cccupation and Use Tax Acts as well as purchasers
of tangible personal property for use in Illinois. |In their entirety,
these recordkeeping requirenments are daunting; in their essence
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('...shall keep such records, receipts, invoices and other pertinent
books, docunents...' and '...Such books and records nust clearly
indicate and explain all the information...required for t ax

returns...'), they are readily net by the PRODUCT.

To format the information from cardholder statenents for clear
expl anati on, the PRODUCT anal yzes the record of each purchasing card

transacti on. It then docunments that analysis by categorizing each
transaction as either 1) exenpt, 2) taxed at the tine of sale, or 3)
use tax due. The end result of the analysis, the use tax accrual
detail, along with the invoices are records and pertinent docunents
required to 'clearly indicate and explain information' on the tax
return.

I11. Use Tax Accrual Using PROGRAM Sof t war e
Fact s

COMPANY has developed a software program PROGRAM to help their

client conpani es nmanage purchasing card prograns. One of PROGRAM s
components, the NAME is an automated version of the PRODUCT. Thus,
the PROGRAM generated use tax accrual is calculated on those

transactions not elimnated as exenpt or taxed at the tinme of sale,
the same transactions included in a traditional use tax accrual
cal cul ati on. A nore detailed description of PROGRAM is contained in
the attachnents.

Question

= Do the data capture and reporting capabilities of PROGRAM
provi de adequate docunentation to neet the sales and use
tax recordkeeping and reporting requirements in Illinois?

Anal ysi s and Concl usi on

As noted above, the recordkeeping and reporting requirenments found in
Illinois statute and regulations are records, receipts, invoices,
pertinent books and ot her documents as may be necessary to explain the
information required for the tax return. The PRODUCT's use tax
accrual detail coupled with transaction invoices provide the records
and docunents to explain information on the tax return. Since the
PRODUCT is the basis on which PROGRAM is witten, the autonmated
version of the nodel also neets those requirenents. By conputerizing
t he PRODUCT, PROGRAM offers the additional advantage of an autonmated
audit trail to efficiently verify decisions nmade by the software in
cal cul ating the use tax due.

V. Auditing Purchasing Card Transactions

Fact s
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When Illinois audits conpanies that use COMPANY's purchasing cards,
proof of sales tax paid and use tax accrual calculations are subject
to audit scrutiny and recordkeeping requirenents as outlined in
Illinois laws. A description of an audit approach is contained in the
attachnents.

Question
= What audit procedures and document production requirenments
will be inposed by the taxing jurisdictions when auditing
purchasi ng card transacti ons?
Law
Illinois statute holds purchasers liable for tax due on taxable

purchases, and grants power to the Department of Revenue to audit
t hose transactions.

If the wuser purchases the tangible personal property at
retail from a retailer, but does not pay the Use Tax to
such retailer, the purchaser shall pay the Use Tax directly

to the Departnment. (Ill. Adm n. Code Part 150.130).

...every person using in this State tangible personal
property purchased at retail...shall keep such records,
receipts, invoices and other pertinent books, docunents,
menoranda and papers as the Departnent shall require, in
such form as t he Depart nent shal | require....the
Departnent, or any officer or enployee of the Departmnent
designated, in witing, by the Director thereof...my

exam ne any books, papers, records, docunments or nenoranda
of any retailer or purchaser bearing upon the sales or
purchases of tangible personal property, the privilege of
using which is taxed hereunder...and may take testinony and
require proof for its information. (35 ILCS 105 §11).

Anal ysi s and Concl usi on

The documents and reports of the PRODUCT's use tax accrual system
provide verifiable proof of wuse tax conpliance by an 1Illinois
pur chaser. Compliance is fully docunented and traceable in the |ine-
item detail of each transaction's categorization as exenpt, taxable or
use tax due. Such detail provides conplete 'proof of its information'

in the purchasing card's use tax calculation and accrual. Sour ce
documents (such as paper receipts) will be retained only if Illinois
has determned that the reports of purchasing card transactions are
not adequate to neet Illinois' recordkeeping requirenents.

Inherent in the purchasing card use tax accrual is its segregation
from ot her conponents of the conpany's use tax accrual process. That
cal culation should, therefore, be audited separately from other
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components of the audit. To audit a purchasing card program the
accounting system would be tested to gain assurance of proper internal
control. Once that assurance is gained, a sanple from the purchasing

card population would be selected and the results projected onto the
remai nder of the purchasing card popul ati on.

V. Purchasing Card Users Agreenments Wth the State
Fact s

Successful purchasing card progranms have a very high volune of [|ow
dol l ar transactions. Taxing agencies have found these prograns to be
excel l ent candidates for 'nmanaged audits' in which the taxing agency
oversees and directs the audit of a conpany utilizing the audited
company's personnel to perform the majority of the fieldwrk tasks.
The tasks perfornmed by the audited conpany's personnel are subject to
revi ew and adjustnent by the auditor.

Question
= Does Illinois have the statutory authority to enter into
agreenents with conmpani es to conduct a nmanaged audit of the
purchasing card program s use tax accrual ?
Law
The authority to audit an Illinois purchaser's records is found in

Illinois statute:

...every person using in this State tangible personal
property purchased at retail...shall keep such records,
receipts, invoices and other pertinent books, docunents,
menoranda and papers as the Departnent shall require, in
such form as the Departnent shall require. For the purpose
of admnistering and enforcing the provisions hereof, the
Departnent, or any officer or enployee of the Departmnent
designated, in witing, by the Drector thereof, may hold
i nvestigations and hearings concerning any matters covered
herein and my examne any books, papers, records,
documents or nmenoranda of any retailer or purchaser bearing
upon the sales or purchases of tangible personal property,
the privilege of wusing which is taxed hereunder, and may
require the attendance of such person or any officer or
enpl oyee of such person, or of any person having know edge
of the facts, and nmay take testinmony and require proof for
its information. (35 ILCS 105 811).

Anal ysi s and Concl usi on
This statute grants the Departnent of Revenue board discretion to

audit I1llinois taxpayers. We infer from this broad power that the
department has discretion to enter into 'managed audit' prograns so
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long as the audit provides 'proof for its information.' The hi gh-
volume |lowdollar transactions of a purchasing card system are well
suited for 'managed audits. To effectively use resources of the
Departnent of Revenue, it is in their interest to exercise their
di scretionary authority and enploy this alternative nethod of
audi ti ng.

* * *x * * *

I have enclosed additional information on each of the issues to
provide you wi th background on the work COVPANY has done in the sales
and use tax area. | wll give you a call next week after you have had
an opportunity to review this request. If you have any questions

prior to that, please give ne a call at ####.

Illinois taxes the retail sale and use of tangible personal property under

two separate but related statutes. The Il1linois Retailers' GCccupation Tax Act,
35 ILCS 120/1 et seq., inposes a tax on Illinois retailers measured by a
percentage of their gross receipts from sales for wuse or consunption. The

I[I'linois Use Tax Act, 35 ILCS 105/1 et seq., inposes a tax on the purchaser by
taxing the use of tangible personal property purchased froma retailer.

Illinois sales tax laws require that retailers shall collect the Use Tax
fromusers by adding the tax to the selling price of tangible personal property.
The Use Tax shall be stated as a distinct item separate and apart from the
selling price of the tangible personal property. See 35 |ILCS 105/3-45 and the
encl osed copies of 86 Ill. Adm Code Sections 150.401 and 150. 1305.

Certain problens are presented when sales records do not describe itens
purchased, and tax is reported in "total transaction" anopunts. For exanple, in
Illinois, there are nultiple tax rates. Cenerally, tangible personal property is
subject to the State rate of tax, 6.25% plus applicable |ocal taxes. However,
food, drugs, nedicines and nedical appliances are subject to a reduced rate of
tax, 1% plus applicable local taxes. The total tax anmpunt stated on the billing
statenent would reflect one tax amount and not differentiate between high rate
and low rate itens. |In addition, certain itens of tangi ble personal property may
be purchased free from tax; however, the billing statement would not reflect the
specific exenption claimed by the purchaser. Unl ess records are available to
establish that itens purchased were subject to the lower rate of tax, or to
document the exenption, tax will be due.

The Legal Services Ofice has discussed corporate purchasing card sales tax
reporting with the Audit Bureau. It is the Audit Bureau's position that any and
all information relating to corporate purchasing card sales tax reporting nust
remai n subject to audit verification upon request.

Regardi ng accrual nethods of estimating Use Tax due, such methods can be
useful for businesses, whether perforned manually or with the aid of software
progr ans. Nevert hel ess, these nmethods provide only estinmates of tax due. Thi s
should not be confused with the necessity of docunmenting actual anounts of tax
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due and tax paid. In an audit setting, estimates are always subject to
verification. Therefore, while accrual nethods of estimating tax may be used,
tax liability will be assessed if the nethod yields inaccurate results.

As you nentioned, the statutes provide the Departnment with broad powers to
conduct audits. It is the Departnent's opinion that this includes such diverse
met hods of auditing as sanpling, conputer assisted auditing, and nanaged audits.

I hope this information is hel pful. If you have further questions related
to the Illinois sales tax laws, please contact the Departnent's Taxpayer

Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

Martha P. Mte
Associ at e Counsel

MPM s k
Encl .



